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Abstract 


Bank solvency is one of the important issues for regulatory 
authorities and banks since it represent the most important aspect 
of banks' soundness. Because of this importance, regulatory 
authorities introduced different measures for solvency. The Basel 
1 accord introduced by Basel committee on banking supervision 
in 1988 and implemented by more than 100 country was the most 
important measure for solvency. 

After ten years of implementation, many weaknesses 
appeared in the Basel 1 accord which led to different amendments 
to the accord and finally the suggestion of new capital accord 
"Basel 2". 


The regulatory authorities and Islamic banks face problems 
in measuring the solvency of Islamic banks because of the 
inappropriateness of Basel framework to the special nature of 
Islamic banks sources and uses of funds. Different suggestions 
introduced to overcome this issue. One of the most important 
attempt was the capital adequacy accord for Islamic banks 
introduced by the Accounting and Auditing Organization for 
Islamic Financial Institutions. The major problem of that accord is 
the inconstancy among the numerator and denominator 
components used in the definition of the capital adequacy ratio. 


This paper presents a new framework for measuring 
Islamic banks solvency take into consideration the nature of the 
sources of funds in Islamic banks that can be used to face any 
unexpected losses and the framework for solvency introduced in 
Basel 2. 
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